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Enablers of Sense-making and Responding and their Impact on the Effectiveness of Management 
Accounting Practices  
 
 
 
Management accounting practices are expected to adapt and evolve with changing information 
requirements. The purpose of this study is to determine the factors that enable management 
accounting adaptability and effectiveness. This study identifies three factors that drive management 
accounting adaptability through their support of sense-making and responding. Specifically, it is 
examined how top management team knowledge, team-based structures, and information system 
flexibility affect management accounting adaptability. The hypotheses are tested using data 
collected from an online survey of Australian and New Zealand companies. The results support the 
proposed relationships. Also a positive association between management accounting adaptability 
and management accounting effectiveness was found. This empirical study contributes to the 
literature on management accounting change by determining a number of drivers that improve upon 
the agility of organizational management accounting practices.  
 
Keywords: adaptability, agility, adaptation, change, innovation, management accounting practices 
 
 
 
 
 
 
 
 
 2 
1. Introduction 
The relevance lost discourse (Johnson and Kaplan, 1987) coupled with the ‘slow’ adoption rates of 
new management accounting practices (MAP) (Gosselin, 1997; Krumwiede, 1998; Baines and 
Langfield-Smith, 2003; Fullerton and McWatters, 2004) led to an increased interest among 
researchers in exploring management accounting change and innovation (e.g. Burns and Scapens, 
2000; Quattrone and Hopper, 2001; Naranjo-Gil et al., 2009). One theory that is often relied upon in 
the literature to explain variations in MAP is contingency theory. Contingency theory suggests that 
organizations adopt structures that are contingent on their particular operating environment (Burns 
and Stalker, 1961; Lawrence and Lorsch, 1986). Thus, management accounting is considered 
effective when it ‘fits’ the environment and strategy (Melnyk et al., 2013). Otherwise, negative 
outcomes might be experienced as a result of, for example, local optimisation (Hall et al., 1983) or a 
lack of strategic focus (Fry and Cox, 1989). Many studies have found evidence to support this 
premise. For example, advanced MAP are associated with differentiation (Baines and Langfield-
Smith, 2003) and prospector strategies (Langfield-Smith, 1997). Also, organizations with lean 
manufacturing strategies tend to use more simplified strategic reporting techniques, empower their 
employees, and reduce inventory tracking when the levels of top management support are high 
(Fullerton et al., 2012).  
1.1. Sensing and Responding  
Given that MAP ought to be contingent upon contextual factors, as well as strategy, and that they 
are bound to change over time, the question is whether organisations have the agility to adapt their 
MAP to the changing requirements? This is important because otherwise organisations’ MAP will 
gradually lose their relevance and effectiveness (Gul, 1991; Chenhall and Langfield-Smith, 1998a).  
Agility is defined as the ability to adapt to rapidly changing environments (Dove, 2002; Weill et al., 
2002). Enterprise agility is divided into two components: sense-making and responding 
(Sambamurthy et al., 2003; Overby et al., 2006). Sense-making according to Dove (2002) is the 
knowledge management component of agility and refers to the intellectual ability to identify things 
to act upon, whereas responding is the physical ability to act.  Consistent with the notion of sense-
making, a number of studies considered institutional and managerial factors to explain the decisions 
of firms to innovate through, for example, CFO and top management characteristics (Abernethy and 
Chua, 1996; Burns and Scapens, 2000; Naranjo-Gil et al., 2009). CFO and top management 
characteristics are particularly relevant not only because it is the CFO and top management that 
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eventually make the decision to innovate (Anthony and Anthony, 1988) but also because innovation 
may be a top-down process (Burns and Vaivio, 2001). 
Innovation and change may also be a bottom-up process that is initiated by employees or lower-
level managers (Gupta et al., 2007). According to the management literature, product and process 
innovation and capability is associated with organizational culture (Ahmed, 1998). Certain 
elements, such as high power distance, centralised authority, and an excessive number of 
hierarchical levels within an organization, are expected to hinder innovation capability (Hofstede, 
2001). Adopting a team-based organizational style that trains and empowers employees, as well as a 
decentralised management style (Libby and Waterhouse, 1996) may therefore enhance sense-
making and responding and lead to new MAP.  
The literature also suggests that IT is an enabler of agility through its direct and indirect support of 
sense-making and responding (Haeckel, 1999; Overby et al., 2006). Research found mixed results 
in terms of the effects of IT such as integrated information systems (IIS) on management 
accounting, ranging from a stabilising influence (Davenport, 1998; Rom and Rohde, 2007) to no 
significant effect (Scapens and Jazayeri, 2003), a moderate effect (Granlund and Malmi, 2002), or a 
constant ‘drift’ (Quattrone and Hopper, 2006). The reason for the stabilising effect of IIS is that 
these systems are large, complex, and highly customised software products, which makes them 
difficult to change (Davenport, 1998; Glass, 2002). Thus the characteristics of the IT infrastructure, 
particularly the flexibility of the information system (Byrd and Turner, 2000) may have an impact 
on the extent to which organisations can respond to new requirements.  
1.2. Purpose 
The purpose of this study is to determine the factors that drive management accounting adaptability 
(MAA), which refers to the extent to which MAP evolve over time. Adaptability is important to 
maintain the fitness of MAP. MAA is defined as minor or revolutionary transitions that occur in 
MAP, irrespective of whether such changes challenge existing routines and institutions (Burns and 
Scapens, 2000). The study draws on the contingency theory literature, particularly studies on 
management accounting change and innovation, as well as studies on enterprise agility. 
Specifically, it is examined how top management team (TMT) knowledge, team-based structures, 
and information system flexibility as enablers of sense-making and responding affect management 
accounting adaptability and effectiveness using data from an online survey of Australian and New 
Zealand companies.  
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The results support the hypotheses and suggest that MAA leads to effective MAP. The remainder of 
the paper is structured as follows. Section 2 reviews the literature on management accounting 
change and innovation and develops the hypotheses. In Section 3, the methodology of the study is 
explained, which is followed with the results. Section 5 discusses the results and concludes the 
paper.  
 
2. Hypothesis Development 
According to the literature, organizations consist of highly interdependent elements, such as the 
activities, policies, structural elements, and resources in firms that form complex systems or 
configurations (Miller, 1981; Milgrom and Roberts, 1990; Porter, 1996; Levinthal, 1997). It is 
known that the consistency of these elements, or the internal fit, is associated with performance 
(Khandwalla, 1973; Drazin and Van de Ven, 1985). The theory of fit suggests that every 
organization’s management accounting system (MAS) has its own unique configuration or best fit 
because of differences in production technologies, organizational structures, and environments 
(Otley, 1980). Many studies have found support for this theory in the context of, for example, 
strategy (Langfield-Smith, 1997; Baines and Langfield-Smith, 2003), technology (Waweru et al., 
2004; Fullerton et al., 2012), and organizational structure (Cavalluzzo and Ittner, 2004; Abernethy 
and Bouwens, 2005). It is therefore important that organizations change their MAS when the 
contextual factors change.  
Much has been written about ‘change’ in management accounting, including how it can be defined 
(Quattrone and Hopper, 2001), conceptualised (Burns and Scapens, 2000; Burns and Vaivio, 2001), 
and enacted in various settings (Quattrone and Hopper, 2001). Change may occur in a more 
calculated and linear manner or may take the form of a ‘drift’ that eliminates the possibility of a 
pre-ordered pathway because of the fluid and uncertain nature of change (Quattrone and Hopper, 
2001). A drift may occur, especially when organizations embark on large and risky projects, such as 
enterprise resource planning system (ERPS) implementations, in which the outcomes of projects 
may be uncertain upfront. In the long run, it is important that organisations have the continued 
ability to change, which leads to the concept of adaptability, where adaptability captures the intent 
of the change.  
Adaptability is an important characteristic of a process, function, or organization, as it refers to the 
capacity of a system to function in an uncertain or unknown environment (Conrad, 1997). 
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Adaptation for fitness is also a critical concept in evolutionary economics (Dew et al., 2004). MASs 
are expected to evolve and adapt to new circumstances and requirements to remain ‘relevant’ 
(Chenhall and Langfield-Smith, 1998a). This expectation implies that MASs must be inherently 
‘changeable’, which is consistent with contingency theory and the concept of fit.  
In this study, MAA refers to the extent to which changes occur to MAP to fit the organizational 
environment. MAA is therefore inclusive of ‘management accounting innovation’, which is defined 
as the adoption of management accounting techniques and tools that are new to the adopting 
organization (Naranjo-Gil et al., 2009). Thus, ‘changes’ can be modest when there is a switch from 
one allocation base to another or can be more substantial, as with the implementation of ABC 
(Cooper and Kaplan, 1991) or performance dashboards (Yigitbasioglu and Velcu, 2012). Depending 
on its magnitude, change could be an evolutionary, gradual, or revolutionary phenomenon that has a 
broad effect on an organization (Burns and Vaivio, 2001). MAP are more likely to be adaptable 
when organizations are agile, as determined in their ability to sense and respond (Nolan, 1998; 
Dove, 2002). Change can be both, a top-down or bottom-up process (Burns and Scapens, 2000; 
Gupta et al., 2007). According to the top-down view of change, it is the TMT that recognises the 
need to change, plans, organizes, and oversees such change (Burns and Vaivio, 2001). Because of 
the TMTs active role in change, a number of management accounting innovation studies have 
focussed on the characteristics of TMT. 
 
2.1. TMT and Knowledge 
It is often the CFO’s responsibility within the management board to maintain the MAS (Anthony 
and Anthony, 1988). Hence, research has examined the characteristics of both management boards, 
such as professionalism and heterogeneity (Naranjo-Gil and Hartmann, 2006; Naranjo-Gil and 
Hartmann, 2007), and CFOs in terms of age and education (Naranjo-Gil et al., 2009). For example, 
younger, less tenured, and more business-oriented CFOs are more likely to adopt innovative MAS 
(Naranjo-Gil et al., 2009). Furthermore, CFOs with a degree related to business administration (e.g., 
accounting, management, finance) are expected to be more familiar and open to management 
accounting techniques than managers with an operational background (e.g., engineering, logistics, 
medicine) (Naranjo-Gil et al., 2009). Also, professional development through, for example, 
memberships in professional accounting bodies or participation in professional conferences is 
known to amplify radical management accounting innovation (Emsley et al., 2006). Hence, TMT 
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knowledge of management accounting appears to be a critical element of management accounitng 
innovation and change through its role in enhancing sense-making. Knowledge is also central to 
absorptive capacity theory, which suggests that prior related knowledge allows organizations to 
recognise the value of new information, assimilate it, and apply it for commercial purposes (Cohen 
and Levinthal, 1990). TMT knowledge is also a direct indicator of TMT competence (Armstrong 
and Sambamurthy, 1999; Bassellier et al., 2003). Thus, in view of the existing literature, the 
following hypothesis is proposed:  
H1: TMT knowledge is positively related to MAA. 
 
2.2. Team-based Structures 
Although the top-down approach continues to be the dominant view in the innovation literature 
(Elbashir et al., 2011), change may also originate from the bottom up as a result of local actors 
questioning the established routines within decentralised structures (Burns and Vaivio, 2001). For 
example, Elbashir et al. (2011) find that both TMT and operational managers play an important role 
in management control system innovation. The following review of the literature serves to illustrate 
how team-based organizational structures can support sense-making and responding.  
Burns and Stalker (1961) emphasise the role of knowledge diffusion through professional 
relationships in innovation and suggest that certain organizational characteristics may provide a 
more fertile ground for innovation and change. For example, cross-functional teams drawn from 
different functional areas of a business have greater potential to generate new ideas and solutions 
(Cohen and Bailey, 1997; Anderson et al., 2002; Baines and Langfield-Smith, 2003). Thus 
management accountants working in such teams may be in a better position to identify (sense) 
weaknesses in current MAP and to initiate a review (respond). Cross-functional teams are also 
associated with flatter hierarchies and employee empowerment (e.g. Shields, 1997; Chenhall and 
Langfield-Smith, 1998b). Moving from centralised decision making to empowering employees by 
allowing them to make a variety of decisions that were previously made by supervisors and 
managers may enhance and encourage innovation because employees at low levels in an 
organization can use such initiatives to identify (sense) and solve (respond) problems  (Baines and 
Langfield-Smith, 2003). Employee empowerment is also a key element in the lean manufacturing 
literature, which emphasises the role of employees in decision making and continuous improvement 
(Jones et al., 2013). Emsley (2005) suggests that management accountants are more likely to 
innovate when there is a higher degree of role involvement and when they have greater involvement 
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in managerial decision making. Role involvement refers to the degree to which management 
accountants interact with the users of management accounting information. This interaction allows 
management accountants to become more involved in and learn more about various business units, 
which can then lead to management accounting innovation (Emsley, 2005). Cross-functional teams 
can therefore enable role involvement, which, coupled with flatter hierarchies and employee 
empowerment, could allow for a more adaptable MAP. This argument leads to the second 
hypothesis:   
H2: A team-based organizational structure is positively related to MAA. 
 
2.3. Information System Flexibility 
The management accounting function in organizations has been transformed during the last few 
decades as a result of large investments in IT such as ERPS and standalone accounting software for 
budgeting, ABC, and BSC, among other tools (Granlund and Malmi, 2002). This transformation 
prompted significant changes to both the management accounting function and the role of 
management accountants (e.g. Cooper and Kaplan, 1998; Granlund and Malmi, 2002; Rom and 
Rohde, 2007). First, integrated systems such as ERPS provide easier and quicker access to factual 
information, thus enhancing the provisioning of decision-relevant information to management 
(Cooper and Kaplan, 1998). Second, IT allows the automation of routine, time-consuming tasks, 
making valuable time available for more analytical tasks (Granlund and Malmi, 2002). These 
profound changes led to a new stream of research investigating the link between information 
technology and management accounting. Many studies focus on the impact of ERPS, which are 
large, complex, and integrated software that facilitate accounting and business transactions 
(O'Leary, 2000). One of the earlier studies reports a moderate effect from ERPS and finds that its 
adoption does not drive new accounting and control systems, although Granlund and Malmi (2002) 
argue that this could change in the future as the system matures. However, other studies report 
similar findings (Barthelemy, 2001; Scapens and Jazayeri, 2003), suggesting that IIS may have a 
stabilising effect (Granlund and Malmi, 2002; Rom and Rohde, 2007) because of the inherent 
difficulty of changing software (Davenport, 1998; Dechow and Mouritsen, 2005). Quattrone and 
Hopper (2006) argue that an ERPS can both be stable and be in a continuous state of drift, as 
mediations, customisations, and ‘bolt-ons’ lasted four years in their case study.  
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There also exists a body of literature on IS ‘issues’ and accounting system innovations that presents 
mixed results (Cavalluzzo and Ittner, 2004). For example, Krumwiede (1998) reports that there is a 
positive relationship between the strength of an existing information system and an organization’s 
decision to implement a more advanced ABC system. A number of other studies find that IS 
problems in terms of data quality and availability impede the development of new MAS (Shields, 
1995; Ittner and Larcker, 1998; Gates, 1999; Cavalluzzo and Ittner, 2004). Overby et al. (2006) 
argues that particular types of IT supports sense-making and responding, although it may also limit 
agility if monolithic IT infrastructures are used. Consistent with this argument, IS flexibility may 
well play a role in explaining the extent to which organizations adapt their MAP to current needs. 
Flexibility is present when the system is at least partly able to adapt to suit the requirements of a 
supported business process (Applegate et al., 1999). Two types of flexibility exist: flexibility to use 
and flexibility to change the system (Knoll and Jarvenpaa, 1994; Gebauer and Schober, 2006). IS 
flexibility to use refers to the extent to which users can change a system, whereas flexibility to 
change relates to the effort required to make major changes to IS once it is implemented. IS 
flexibility is considered an important indicator of information technology success (Chen et al., 
2011).  Therefore, the third hypothesis is proposed as follows:  
H3: IS flexibility to use is positively related to MAA. 
 
IS flexibility to change is excluded from this study because changing the system would depend, 
among other things on the financial resources and technical capabilities/infrastructure of the firm. 
This would also require a high level of coordination between the accounting function and IT 
(Rettig, 2013), which is beyond the scope of this study.  
 
2.4. Management Accounting Effectiveness 
In rapidly changing industries, the ability to change continuously is a key determinant of success 
(Eisenhardt, 1989; Brown and Eisenhardt, 1997). Thus, a particular strategy, structure, or process 
that was once a good fit can become a misfit over a relatively short period. This issue may not apply 
only to industries with short product-life cycle times; in fact, the Information Age, with its endless 
capabilities in terms of processing and analytical power, and the changing regulatory landscape 
demand a more dynamic management accounting environment. We know that the relevance lost 
debate was a watershed for management accounting, leading to many significant developments over 
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a relatively short amount of time. Whether we will witness another wave of revolutionary change in 
the future, as the punctuated equilibrium model of change would predict, or a more gradual change, 
it is certain that MAP are required to adapt to support managers’ new information requirements 
(Gul, 1991; Perera et al., 1997; Chenhall and Langfield-Smith, 1998a; Chenhall and Langfield-
Smith, 1998b). Therefore, the last hypothesis is proposed, which leads to the complete model, as 
depicted in Figure 1.    
H4: MAA is positively related to MAE. 
 
Insert Figure 1 here (The conceptual model) 
 
3. Methodology 
The survey method was used to test the hypotheses in the study. Through the access to the Orbis 
Bureau Van Dijk Database, a randomly selected sample of companies from Australia and New 
Zealand was obtained. The sample included firms from all industries but with a turnover of at least 
1 million AUD or the equivalent. The questionnaire was addressed to the TMT, including CEOs, 
CFOs, and financial managers, as in previous relevant studies (e.g. Baines and Langfield-Smith, 
2003; Chapman and Kihn, 2009). The link to the online questionnaire along with a cover letter was 
e-mailed in mid 2013. A reminder was sent after two weeks as per recommended practice (Dillman, 
2000). A total of 117 questionnaires were completed, including 7 that were not usable because of 
missing data. The number of responses was most likely affected by the targeted level of senior 
positions and the generic e-mail addresses used. The seniority level was reflected in the average age 
of the respondents, which was 51, with more than eight years of experience in their current position. 
Only 16 of the respondents had non-managerial positions (e.g., controller, accountant), whereas the 
remaining respondents consisted of CEOs (13), CFOs (45), finance managers (14), and other 
business unit managers. The majority of the companies had a turnover of at least 100 million AUD 
(AUD is at approximate parity with the US dollar). In terms of employee numbers, approximately 
35% indicated that they had 101-500 employees, 23% of the firms had fewer than 50 employees, 
and 16% employed 501-1,000 persons. More than half of the companies were in the service sector, 
such as wholesale or finance/insurance. Manufacturing, materials, and construction accounted for 
approximately 40% of the companies. A test for non-response bias was done by comparing early 
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with late respondents. No significant difference between early and late respondents was found 
excluding the likelihood of non-response bias.     
The questionnaire was designed using pretested measures when possible. Each measure consisted of 
at least three indicators. All of the items were measured using a seven-point Likert-type scale 
ranging from (1) disagree completely to (7) agree completely. TMT knowledge was based on 
Cohen and Levinthal (1990) and Elbashir et al. (2011), consisting of three indicators which captured 
prior relevant knowledge of MAP. The measure for team-based organizational design structures 
was adopted from Baines and Langfield-Smith (2003) and consisted of eight items. The items 
‘manufacturing cells’ and ‘reorganizing of manufacturing processes’ were excluded from the 
original measure, as the sample was not limited to the manufacturing industry. A notable difference 
in the operationalisation of this measure was that respondents were not asked whether any changes 
had occurred to the organizational design characteristics (items) within the last three years. Rather, 
the extent to which team-based structures were implemented in each respondent’s organization was 
measured.  
IS flexibility to use was based on Gebauer and Schober (2006) and included four items. Flexibility 
to use was modelled as a formative construct, as high correlations between the indicators was not 
expected (Bollen, 1998). For example, a high level of IS functionality does not necessarily indicate 
that an IS has a high processing capacity or that the user interface is highly flexible. The MAA 
measure consisted of three items, indicating the extent to which MAP evolve over time with 
changing requirements in each respondent’s organization. MAE was measured using four items, and 
respondents were asked to rate the degree of MAE in terms of its ability to provide decision-
relevant and useful information to management. One item was reverse coded to limit response set 
bias.  
Confirmatory factor analysis on all reflective constructs was carried out to determine whether the 
items loaded on the same measure. All measures yielded one factor. Three indicators were 
excluded: ‘management training’, ‘flat formal organizational structures’, and ‘work-based teams’, 
as these indicators did not load well on the organizational design construct in the partial least 
squares (PLS) model. The resulting external model in PLS had loadings higher than 0.5, which is 
the minimum required value (Hulland, 1999). The Cronbach’s alpha and average variance extracted 
(AVE) values are shown in Table 1. Cronbach’s alpha values were higher than the minimum 
recommended values of 0.7, suggesting adequate scale reliability (Fornell and Larcker, 1981). The 
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AVE values for all the measures were higher than 0.68, indicating that convergent validity was 
satisfactory (Chin, 1998).    
Harman’s single-factor test was performed to detect the presence of common method bias, which is 
an issue when the same respondent answers all the questions in a questionnaire (Podsakoff et al., 
2003). Common method bias is present if a single factor results from the factor analysis that 
includes all the indicators of the study or when the factor accounts for the majority of the 
covariance (Podsakoff and Organ, 1986). Common method bias was not found, as several factors 
emerged from the factor analysis, and the AVE of the first (largest) factor was 35%.  
Insert Table 1 here (Measures and Reliability) 
 
4. Results 
As shown in Table 2, a number of correlations between the constructs were significant as predicted. 
The correlations ranged from low to moderate and provided an indication that the hypotheses may 
be supported. There were also significant correlations between team-based structures and MAA, 
TMT knowledge and MAA, and team-based structures and TMT knowledge.   
Insert Table 2 here (Correlations and AVE squared) 
 
The PLS technique with the SmartPLS software (Ringle et al., 2005) was used to test the 
hypothesised relationships. PLS is a component-based modelling technique that works with 
reflective and formative latent variables. A key advantage of PLS is that it does not require a large 
sample size. The sample size in PLS is required to be at least 10 times the largest regression in the 
model (Chin and Newsted, 1999). The most complex regression in this study was MAA, with four 
paths leading to the construct. Hence, the sample of the study with 110 firms was well above the 
required minimum sample size of 40. The path coefficients, significance levels (obtained through 
the bootstrapping procedure), and values for R-squared are shown in Table 3.  
Insert Table 3 here (Path Coefficients and Control Variables) 
 
A positive and highly significant relationship between TMT knowledge and MAA was found, 
confirming H1. This result is consistent with studies that investigate how professional development, 
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education, tenure, and other factors (indirect measures for knowledge) are linked to management 
accounting innovation (Emsley et al., 2006; Naranjo-Gil and Hartmann, 2006). H2 predicted a 
positive relationship between organizational design and MAA. There was support for this 
relationship, as the path coefficient was highly significant. This result is consistent with the 
innovation literature (Libby and Waterhouse, 1996; Ahmed, 1998; Hofstede, 2001). H3 suggested a 
positive relationship between IS flexibility to use and MAA. The PLS results supported this 
relationship. Finally, H4 predicted a positive relationship between MAA and MAE; this hypothesis 
was also supported. Although not hypothesized, there was also a significant and positive relation 
between team-based structures and TMT knowledge (path coefficient 0.391). Control variables 
included turnover and the number of employees as proxies for size as this may affect MAA because 
larger companies tend to innovate more than smaller companies (Zona et al., 2012). Neither of the 
paths for the control variables was significant. The model explained about 29% of the variance in 
MAA and about 42% of the variance in MAE (see Table 3).  
 
5. Discussion and Conclusion 
Consistent with contingency theory, management accounting must evolve over time to maintain 
relevance and effectiveness (Kaplan, 1984; Gul, 1991; Chenhall and Langfield-Smith, 1998a). 
Research also shows that the majority of companies adopt mixed strategies that require increasingly 
sophisticated MAS (Dekker et al., 2007). This paper aimed to explore the types of organizational 
factors that enhance sense-making and responding and therefore facilitate MAA. The term 
management accounting adaptability rather than change or innovation was used because the term 
not only encapsulates the fit in terms of adaptation to new requirements (or to the environment) but 
also captures continuity.  
Three factors were studied to determine the enablers of MAA and which directly support sense-
making and responding. The study drew on studies on enterprise agility and management 
accounting change, and innovation. A number of contributions to the literature are made. First, the 
results show that MAA is a key predictor of MAE. This suggests that management must refrain 
from behaviour that encourages and maintains the status quo. As the results indicate, one approach 
to attaining adaptability could involve ensuring a well-informed TMT that is capable of sensing new 
trends and requirements. This finding is consistent with studies that focus on the link between 
management characteristics and management accounting innovation (Emsley et al., 2006; Naranjo-
Gil et al., 2009). Especially, CFOs must act as champions for change and are therefore expected to 
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remain abreast of developments in management accounting through further education and 
development. This expectation draws attention to the role of professional institutions, academics, 
and consultants as providers of knowledge and solutions for management accounting problems 
(Briers and Chua, 2001).  
A team-based organizational structure may also reinforce adaptability through it positive effect on 
sense-making and responding. Team-based structures can reduce information asymmetry between 
TMT and management accountants and thereby allow lower-level management to identify and 
direct attention to reporting weaknesses. Consistent with this argument, evidence of a positive 
relationship between organizational design characteristics and MAA was found. This finding agrees 
with research on innovation studies and highlights the benefits of establishing team-based structures 
through, for example, cross-functional teams and employee empowerment. This result also 
emphasises that innovation or change may occur from the bottom up, as suggested by Burns and 
Vaivio (2001). Also, a positive and significant path between team-based structures and TMT 
knowledge was found, potentially suggesting that flatter organizational structures may help TMT to 
better sense the environment, i.e. identifying weaknesses and opportunities.     
A further contribution relates to the effects of IS on MAA. It was not argued whether IS influences 
MAP, as there is already evidence for such an effect (e.g. Granlund and Malmi, 2002; Scapens and 
Jazayeri, 2003; Quattrone and Hopper, 2006); rather, the study addressed the question of whether IS 
in general may inhibit the ability to change MAP when required. This approach differs from many 
earlier studies because the focus was not on a one-off type of change that occurs around the time of 
the implementation of a particular IT product; rather, an attempt was made to capture the ability to 
change MAP over a broader time frame through the adaptability concept.   
The evidence suggests that IS flexibility to use is a driver of MAA as it can improve sensing and 
responding. Therefore, inflexible IT may lead to management accounting stagnation and may 
adversely affect the effectiveness of MAP. This finding is consistent with Davenport (1998), 
Granlund and Malmi (2002), and Rom and Rohde (2007), who suggest that ERPS may lead to the 
stabilisation of MAP. According to Granlund and Malmi (2002), one reason for this observation 
may be that complex ERPS implementations, which often cost tens of millions of dollars and span 
many years, divert attention from innovation activities. Granlund and Malmi (2002) suggest that 
future studies address the question as to whether non-ERPS-adopting organizations experience a 
higher level of innovation. This issue was addressed in the study to some extent by looking at the 
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flexibility of the IS rather than attributing innovation to the presence/lack of a particular system. 
The results also complement Cavalluzzo and Ittner (2004), who find that certain IS issues such as 
data limitations and reliability inhibit performance measurement development.  
The results have implications for IS design, evaluation, and implementation in organizations. 
Traditionally, flexibility has been considered costly because it increases complexity at the expense 
of usability, requiring higher investments and greater implementation and maintenance efforts (Soh 
et al., 2003). However, advancements in software usability and the move from in-house software to 
cloud-based services may reduce the cost of switching to more flexible and capable applications. 
Thus, in the future, MAP, as well as various functions within the organization are less likely to 
suffer from the stabilisation effect than in the past. On the other hand, organizations may elect not 
to replace their aging legacy systems because of the notion of ‘if it ain’t broke don’t fix it’. This will 
come at the expense of new management accounting capabilities and an eventual loss of the fit. 
This is particularly important given the recent trends in management accounting (e.g. predictive 
accounting and big data) which is increasingly becoming dependent on the capabilities of the IS 
(Cokings, 2013).   
This study is not without limitations. One of the limitations is the sample size. Although the sample 
size was adequate, the results must be confirmed in future studies, preferably using data from 
different geographical regions. Furthermore, the study did not focus on a particular management 
accounting technique or area, such as budgeting, performance management, or costing, which could 
be considered both a strength and a weakness of the study; thus, future research may benefit from 
investigating a specific technique or area. Finally, future research could also use qualitative and 
longitudinal data collection methods to study the evolution of MAP in organisations to address and 
uncover different aspects of the phenomenon.    
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Figure 1: The conceptual model 
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Table 1: Measures and reliability 
Indicators Loadings Cronbach’s 
alpha 
AVE 
TMT Knowledge 
1. The top management team is knowledgeable about the potential and 
limitations of current management accounting practices. 
2. The top management team is knowledgeable about the potential and 
limitations of emerging management accounting practices. 
3. The top management team is knowledgeable about how our 
competitors are applying management accounting practices. 
 
0.925 
 
0.854 
 
0.733 
0.82 0.71 
 
Organizational Design (Team-Based Structures) 
1. We have a multi-skilled workforce. 
2. We train employees. 
3. We use cross-functional teams. 
4. We have a participative culture. 
5. We train managers*. 
6. We have a flat, formal organizational structure*. 
7. We have work-based teams*. 
8. We empower employees. 
 
 
0.744 
0.804 
0.767 
0.894 
 
 
 
0.828 
 
0.88  
 
0.69 
 
IS Flexibility to Use 
1. Information systems are flexible in terms of functionality. 
2. Information systems are flexible in terms of database scope. 
3. Information systems are flexible in terms of user interface. 
4. Information systems are flexible in terms of processing capacity. 
 
NA 
 
NA 
 
NA 
 
Management Accounting Adaptability 
1. Changes to management accounting techniques and tools are made 
when necessary. 
2. Management accounting reports evolve with changing needs. 
3. We have the flexibility to change our internal reporting practices if 
required.  
 
 
0.897 
 
0.916 
0.891 
 
0.88 
 
0.80 
 
Management Accounting Effectiveness 
1. Management accounting in our organization is considered to be 
effective. 
2. Internal reporting does not meet the requirements of the 
management¹. 
3. Management accounting is capable of providing all the information 
required. 
4. Management accounting reports are useful and relevant for decision 
making. 
 
 
0.850 
 
0.745 
 
0.764 
 
0.817 
 
0.81 
 
0.63 
NA: Not Applicable to Formative Constructs 
*items omitted because of low loadings in PLS 
¹ reverse coded 
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Table 2: Correlations and AVE squared 
 
TMTK OD ISFU MAA MAE 
 TMTK 0.842     
OD 0.390** 0.83    
 ISFU -0.006 0.115    NA   
MAA 0.377** 0.457** 0.211** 0.89  
MAE 0.405** 0.403** 0.060 0.647** 0.87 
Square root of AVE in diagonal for reflective constructs 
** Correlation is significant at the 0.01 level (two-tailed). 
NA: Not Applicable to Formative Constructs (Diamantopoulos and Winklhofer, 2001) 
 
 
Table 3: Path Coefficients and Control Variables 
Hypotheses Coefficient T-statistic 
H1 TMT Knowledge -> MAA 0.246 3.034** 
H2 Organizational Design -> MAA 0.341 3.651** 
H3 IS Flexibility to Use -> MAA 0.174 2.102* 
H4 MAA -> MAE 0.647 9.869** 
Control Variables   
 Turnover -0-088 0.094 
 Employees 0.033 0.458 
R-Squared MA Adaptability: 0.286, MA Effectiveness: 0.419 
* Path significant at the 0.05 level 
** Path significant at the 0.01 level 
 
